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IBRD Loans to Pakistan, Peru, and Thailand 


Loans to Pakistan 


The World Bank on August 4 made a loan of $4.2 
million in various currencies to Karnaphuli Paper Mills 
Limited, to finance part of the foreign exchange costs 
incurred in the construction of a pulp and paper mill in 
East Pakistan. The mill is designed to produce from 
bamboo 30,000 tons of writing and wrapping paper a 
year. In the past, Pakistan has had to import all of its 
paper requirements. The Karnaphuli plant will meet 
Pakistan’s present requirements for the types of paper 
produced by the mill and Pakistan will thus save the 
equivalent of $4-5 million annually in foreign exchange. 
It is also providing a new market for bamboo and giving 
employment to about 3,000 people. 

The Bank of America and the Manufacturers Trust 
Company are participating in the loan, without the Bank’s 
guarantee, to the extent of $775,000. This represents the 
first seven maturities falling due from August 15, 1956 
through August 15, 1959. 

In the years immediately after partition, the Govern- 
ment sponsored a number of industries to process indige- 
nous raw materials, primarily for domestic use. The 
paper mill project was one of the largest and most im- 
portant of these industries, and the Government advanced, 
from time to time, the necessary funds, including foreign 
exchange, to carry out the project. In 1952 Karnaphuli 
Paper Mills Limited was formed to own and operate the 
mill, and the Government subscribed the entire share 
capital, equivalent to $10 million. In early 1954, in line 
with its policy of transferring industrial enterprises to 
private hands as rapidly as practicable, the Government 
sold 70 per cent of its shares to Pakistani investors. There 
are now about 28,000 shareholders. 

The project is costing the equivalent of $20 million, of 
which $13 million is foreign exchange. The Bank’s loan 
will cover expenditures incurred in Italy and Switzerland 
for engineering services, and in the United States and 
Switzerland for equipment and supplies. The loan is for 
15 years, with interest at 4% per cent per annum includ- 
ing the statutory 1 per cent commission charged by the 
Bank. It is guaranteed by the Government of Pakistan. 

On August 5. the World Bank announced that it had 
made a loan of various currencies amounting to $14.8 
million, to help to finance the reconstruction and mod- 
ernization of the cargo berths and handling facilities of 
the East Wharves at Karachi. The Bank expects that the 


loan will be made almost entirely in European currencies 


and Japanese yen. This will be the first time that the 
Bank has lent Japanese yen. For the loan, the Japanese 
Government has made yen available from its subscription 
to the Bank’s capital. 

The Netherlands Trading Society (Nederlandsche 
Handel-Maatschappij, N.V.) is participating in the loan 
to the extent of the equivalent of $217,000, payable in 
Netherlands guilders and representing the first maturity 
which falls due June 1, 1960. 

The estimated cost of the project (which it is expected 
will be completed by 1962) is $24.4 million. The Bank’s 
loan will be used to pay for imported equipment, mate- 
rials, and services. The local currency costs of the proj- 
ect, as well as the cost of other works needed to improve 
harbor services, will be met by the Port Trust from its 
earnings and reserve funds. 

The loan is for 25 years and bears interest of 4%4 per 
cent per annum including the statutory 1 per cent com- 
mission charged by the Bank. The Government of Pakis- 
tan has guaranteed the loan. 

The Bank loans to Pakistan now total the equivalent 
of $77,250,000. The previous four loans were $27.2 mil- 
lion for the rehabilitation and improvement of the rail- 
ways in East and West Pakistan, $3.25 million for the 
purchase of agricultural machinery to reclaim waste land 
in West Pakistan, £5 million ($14 million) for the con- 
struction of a natural gas pipeline from the Sui Gas field 
to Karachi, and $13.8 million for a thermal electric power 
project in Karachi. 

Loan to Peru 

The World Bank on August 5 lent $5 million to Peru 

to help the Government carry out a program of highway 


maintenance and train personnel in modern highway 
maintenance methods. The loan is for 9 years, with 


interest at 41, per cent per annum including the statutory 
| per cent commission charged by the Bank. Amortization 
will begin August 15, 1958. 


The Chemical Corn Exchange Bank is participating in 
the loan, without the Bank’s guarantee, to the extent of 
$683,000, representing the first two maturities which fall 
due in August 1958 and February 1959. 

The Peruvian Government over recent years has been 
investing heavily in highway reconstruction, and in par- 
ticular is rebuilding the Peruvian portion of the north- 
south Pan American Highway, which at present forms the 
main artery of communications in Peru. This construc- 
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tion increases the need for a modernized, well-equipped, 
and continuous highway maintenance service. 

The Bank’s loan will finance the import of maintenance 
equipment, spare parts, machinery for repair shops, and 
materials. It also will cover fees of engineering con- 
sultants who will assist the Peruvian Department of High- 
ways during a three-year period in organizing and carry- 
ing out the highway maintenance program. The Govern- 
ment will make available to the Highway Department the 
funds necessary to cover the local currency costs, which 
will far exceed the amount of the loan; for 1956 alone 
they have been estimated at the equivalent of $4 million. 

This is the seventh Bank loan in Peru and brings the 
total amount lent there to $36 million. The earlier loans 
were $2.5 million for improvements at the Port of Callao, 
three loans totaling $8 million for agricultural develop- 
ment, a loan of $18 million for an irrigation project, and 
one of $2.5 million for the construction of a cement plant. 


Loan to Thailand 


On August 9 the Bank made a loan of $12 million in 
various currencies to the State Railway of Thailand. It is 
for a term of 15 years and bears interest of 4% per cent 
per annum including the statutory 1 per cent commission 
charged by the Bank. It is guaranteed by the Kingdom of 
Thailand. Amortization will begin August 15, 1958. 

The Bank of America is participating in the loan, 
without the World Bank’s guarantee, to the extent of 
$1,105,000, representing the first three maturities which 
fall due from August 15, 1958 through August 15, 1959. 


Europe 


ECCS Loans 


The High Authority of the European Community for 
Coal and Steel will issue a BF 225 million (US$4.5 mil- 
lion), 34% per cent, 25-year loan in Belgium-Luxembourg, 
and a DM 50 million (US$11.7 million), 3% per cent, 
25-year loan in the Federal Republic of Germany. Be- 
cause of the guarantees offered by the High Authority, 
the rates of the loans are lower than the market rates in 
Belgium-Luxembourg and the Federal Republic. 

The proceeds of the loans will be used to finance the 
construction of houses for approximately 12,000 workers. 
Twenty-five to fifty per cent of the cost of the construc- 
tion will be covered by the High Authority. 

Source: De Maasbode, Rotterdam, Netherlands, August 1, 
1955. 


Sterling Area Reserves 

The gold and dollar reserves of the sterling area fell 
by $136 million in July, to $2,544 million; this was the 
largest monthly decrease since February 1952, excluding 
the debt service payments in December 1954. Receipts 
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This loan will finance part of a five-year investment 
program to improve the efficiency of the State Railway 
and enable it to handle increasing traffic. It is the second 
Bank loan for railways in Thailand. In 1950 the Bank 
made a loan of $3 million for the purchase of urgently 
needed workshop and signalling equipment. 

The State Railway of Thailand was established by the 
Government in 195] as an autonomous body to operate 
and develop the railways. It prepared long-range plans 
to make good arrears of maintenance and to modernize 
and expand the railway system. The present program, 
drawn up in consultation with the Bank, consists of top 
priority items only. It includes both the rehabilitation of 
physical properties and improvement in the Railway's 
operations, management, and administration. 

The total cost of the program will be equivalent to 
$60 million, of which $48 million is in foreign exchange. 
Twenty per cent of the total cost will be met by the Bank 
loan of $12 million for imported equipment; 55 per cent 
will be met from the earnings of the State Railway; the 
remaining 25 per cent will be provided by the Govern- 
ment as a contribution toward making good arrears in 
maintenance. 

This is the fourth Bank loan in Thailand and brings 
the total lent there to $37.4 million. In addition to the 
earlier railway luan of $3 million, the previous loans were 
$18 million for irrigation and $4.4 million for port 
improvements at Bangkok. 

Sources: International Bank for Reconstruction and De- 
velopment, Press Releases, Washington, D. C., 
August 4, 5, and 9, 1955. 


of U.S. aid in July totaled $4 million, and $10 million 
was paid to EPU in settlement of the June deficit. Ac- 
cordingly, the deficit on “ordinary” gold and dollar 
transactions was $130 million, compared with $28 mil- 
lion in June and an average monthly deficit of $37 million 
in the first half of 1955. Transactions with EPU in July 
resulted in a deficit of £25 million ($70 million) and half 
of this will be reflected in reserve changes in August. 

Most of the decrease in July resulted from bear specu- 
lation against sterling and not from a major deterioration 
in the balance of current payments. According to the 
Economist, the support of the official rate at just over 
$2.78 cost the Exchange Equalization Account tens of 
millions of dollars, while a further major strain was added 
by the development of commercial leads and lags asso- 
ciated with a loss of confidence in sterling. This process 
will be reversed when confidence is restored. 

The exchange market had been prepared by the Chan- 
cellor of the Exchequer for the news of a loss of reserves 
(see this News Survey, Vol. VIII, p. 34), and sterling 
exchange rates did not fall further when the details were 
released. But the recovery of sterling following the Chan- 
cellor’s statement has not been sustained. The rate for 
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spot sterling in London, after reaching $2.79%4 on July 27, 
has slipped back to around $2.78%, and the discount on 
three months forward sterling remains at the unusually 
wide margin of 154 cents. Moreover, sterling is now 
entering its phase of seasonal strain. In New York on 
August 8, spot sterling was quoted at $2.78% and trans- 
ferable sterling at $2.7614. 
Sources: The Economist, London, England, August 6, 
1955; The Journal of Commerce, New York, 
N.Y., August 9, 1955. 


U.K. Money and Credit Position 


The latest statement of the London Clearing Banks 
suggests that the rapid expansion of U.K. bank advances 
may have been checked. Between June 30 and July 20, 
advances fell by £53 million; in the same period in 1954 
they fell by £14 million and in 1953 by £33 million. A 
decrease during July is normal, owing to the inclusion of 
“transit” items in the half-year statement (see this News 
Survey, Vol. VIII, p. 43). The larger reduction this year 
is attributable only in part to a reduction of the Gas 
Council’s overdraft by the first installment of £9.8 mil- 
lion received for its £100 million stock issue in July. 

The effect of the decrease in bank advances in easing 
the strain on bank liquidity has been reinforced by an 
increase of £46 million in the banks’ liquid assets; this 
reflects both the Exchequer’s need to finance a higher 
deficit, and the fact that government departments took up 
most of the Gas loan. The average liquidity ratio rose 
from 30.1 per cent to 31.3 per cent; bank liquidity may 
increase further in the coming months with further repay- 
ments of Gas Council advances from funds supplied to 
government departments. For the first time this year, no 
appreciable reduction was made in the banks’ investment 
portfolios in July. Net deposits fell by less than £14 
million. 

The banks are responding quickly to the Chancellor’s 
request for a reduetion in advances (see this News Sur- 
vey, Vol. VIII, p. 34).' They have agreed both upon broad 
lines of approach and upon the extent and speed of the 
proposed reduction---about 10 per cent of outstanding 
advances by the end of the year, excluding any reduction 
due to funding operations by the nationalized industries. 
Credit lines to hire-purchase finance companies will be cut 
by over 10 per cent following.a broadly uniform formula, 
but no agreed schedule has been devised for reducing 
advances to other borrowers. 


Source: The Economist, London, England, August 6, 
1955. 


Bank of England's Annual Report, 1954-55 


The Bank of England’s Report for the year ended 
February 1955 throws further light on the use of sterling 
in merchanting transactions between non-sterling coun- 
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tries. Such transactions amounted to £163 million in 
1954, compared with £142 million in 1953, £150 million 
in 1952, and £124 million in 1951. Transactions under 
commodity market schemes, which are included in’ these 
totals, amounted to £75 million in 1954 (of which £10 
million was in coffee and £41 million in metals) and £35 
million in 1953. The Report refers to the extension of the 
scope of these schemes in 1954, and notes that by the end 
of that year all the major U.K. commodity markets, except 
the Sugar Terminal Market, had been reopened. In prac- 
tice, the schemes make all the commodities concerned 
available to any holder of sterling in virtually any part 
of the world, with the exception that cotton, grain, and 
refined sugar which have cost dollars may be sold outside 
the sterling area only for dollars. Merchanting transac- 
tions are only a minor factor in the increasing use of 
sterling between non-sterling countries. . That.movement 
has made further progress as a result of the extension of 
the transferable account area and of the reintroduction of 
European currency arbitrage facilities. The 1954-55 Re- 
port does not continue the series, published in previous 
Reports, giving the extent of business arranged under the 
transferable account scheme (see this News Survey, 
Vol. VII, p. 41). In 1953, the turnover exceeded £800 
million. 

The Report provides additional data on U.K. overseas 
investment in 1953. In that year the nominal value of 
such investment rose by £31 million, to £2,013 million; 
the corresponding net cash investment was £40 million. 
Gross new investment amounted to £108 million nominal 
(£97 million cash), of which £65 million went to Com- 
monwealth countries, mainly Australia, New Zealand, 
South Africa, East Africa, and Rhodesia and Nyasaland; 
£38 million of this was invested in new government and 
municipal loans. New investment in foreign countries, 
mainly Eire and the United States, amounted to £23 mil- 
lion (nominal). Most of the new investment not classi- 
fiable by area consisted of oil company debentures. Gross 
repayments in 1953 totaled £46 million (nominal), of 
which £17 million was by Commonwealth countries. In- 
terest and dividends received in 1953 reached a new peak 
of £160 million; total share dividends of U.K. companies 
(especially oil and tea companies) were higher, though 
mining and rubber company dividends were lower. Loan 
interest paid by U.K. companies also was higher. Share 
dividends from overseas companies fell, mainly as a 
result of lower dividends from South African mines, but 
loan interest paid by overseas companies rose slightly. 


Sources: The Financial Times, July 27, 1955, and The 
Economist, July 30, 1955, London, England. 


Discount Rate of National Bank of Belgium 


The National Bank of Belgium raised its discount rate 
by % per cent as of August 4. The rate had not. been 
changed since October 28, 1953, when it was reduced by 





yy per cent (see this News Survey, Vol. VI, p. 150). The 
increase is considered as a warning by the monetary 
authorities against an excessive expansion of credit. The 
basic discount rate applying to accepted bills payable at 
banks, warrants, and bank acceptances will now be 3 
per cent instead of 254 per cent. Other National Bank 
rates also were raised by 4 per cent with the exception 
of the rate on accepted bills nonpayable at banks, which 
was raised by '% per cent, and the rate on loans and ad- 
vances against short-term (maximum one year ) Treasury 
certificates, which was reduced from 2% per cent to 2% ¢ 
per cent. 

Source: La Libre Belgique, Brussels, Belgium, August 4, 

1955. 


Tax Increases in Belgium 


Effective July 16, 1955, turnover and purchase taxes in 
Belgium were increased by 10 per cent; the turnover tax, 
for example, was increased from 4.5 per cent to 5 per cent. 
As a result of the new measures, government tax receipts 
are expected to expand by approximately BF 2 billion 
(US$40 million) a year. 

Sources: La Libre Belgique, June 3, 1955, and Moniteur 
Belge, July 14, 1955, Brussels, Belgium. 


Prices and Wages in Denmark 


The index of the cost of living in Denmark, which had 
changed very little in the first half of 1954, has increased 
rather sharply in 1955. index was 388 
(1914 = 100), while the April and July indices rose 
by 5 and 4 percentage points, respectively. The July 
index would have increased by not less than 9 points if 


The January 


the savings certificates issued to taxpayers as part of the 
fiscal measures taken in early 1955 (see this News Survey, 
Vol. VII, p. 295) had not been taken into account in the 
computation of the index. 

The special index on the basis of which wages are de- 
termined rose from 386 in January (1914 == 100) to 395 
in July. Since wage earners are entitled to a cost of living 
bonus for each 6 percentage points that the January or 
effective March 1— 


was received on the basis of the January index, and 


July index exceeds 375, one bonus 


further 
bonuses, effective September 1, 1955. Civil servants will 


the increase in July entitles workers to two 
receive similar bonuses, and other salaried workers, old 


age pensioners, etc., also will receive increases. It is es- 
timated that the total increase in salaries, wages, and 
pensions will amount to an annual rate of about DKr 250 
million (US$36.2 million). 

In commenting on the surprisingly large increase in 
the July index, the Prime Minister stated that a tempo- 
rary increase in prices of potatoes and carrots had caused 


the index to rise by four percentage points, and that it 
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was unfortunate that such an accidental increase should 
lead to an increase in production costs at a time when 
there were signs of* stability in the economy (see this 
Vews Survey, Vol. VIII, p. 43). 


Virtually all the main groups in the family budget on 
which the index is based have increased. Moreover, it is 
estimated that all the price increases resulting from the 
new excise taxes approved last spring have not yet become 
effective, while the full effect of the savings certificates 
issued to offset the taxes are fully reflected in the July 
cost of living index. Textile prices especially have not 
yet risen as much as expected. Moreover, rents in houses 
built before the war will rise by about 10 per cent in 
the fall. Since expenditure on rents presently accounts 
for about 7.7 per cent of the total expenditure in the 
family budget, the 10 per cent increase may lead to an 
increase of about 3 percentage points in the index. A 
total rise of 4 percentage points would mean that another 
cost of living bonus would be granted. 


Source: Politiken, Copenhagen, Denmark, July 30, 1955. 


Norway's Foreign Trade 


Norwegian imports, excluding ships, in the first half of 
1955 rose to NKr 3,235 million (US$453 million), from 
NKr 2,902 million ($406 million) in the first half of 
1954; exports, excluding ships, increased to 
NKr 2,110 million ($295 million), from NKr 1,967 mil- 
lion ($275 million) last year. Imports and exports of 
ships also were greater than last year, imports rising from 
NKr 591 million in 1954 to NKr 764 million this year, 
and exports increasing from NKr 65 million to NKr 130 
million. Including ships, the import surplus for the first 
half of 1955 was NKr 1,759 million ($246 million), 
compared with NKr 1,461 million in the corresponding 
period of 1954; excluding ships, it was NKr 1,125 million 
this year, against NKr 935 million last year. When com- 
pared with comparable periods last year, the increase this 
year for both exports and imports, excluding ships, was 
greater in the first quarter than in the second. 


and 


Among imports, the three groups, grain, fuels, and non- 
precious metals, accounted for 81 per cent of the total 
increase. Of the increase in exports, about 75 per cent 
was due to increases in fish and herring and nonprecious 
metals. Exports of animal and vegetable fats were 
about 30 per cent less than last year, but most of this 
decline was due to the fact that almost all whale oil was 
sold directly from the catching grounds this year and 
thus was not included in the trade statistics, whereas last 
year a considerable part of the whale oil exports took 
place via Norwegian ports. 

Of the total increase of NKr 333 million in imports, 
NKr 175 million was due to increased imports from the 
OEEC countries and NKr 102 million to increased imports 
from the United States and Canada. Exports to OEEC 
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countries increased by NKr 137 million, whereas exports 

to the United States and Canada declined somewhat. 

Source: Statistisk Sentralbyr&, Aktuell Statistikk, Oslo, 
Norway, July 25, 1955. 


Sale of Tractors by Finland fo Brazil 


The Finnish Licensing Board has announced the grant- 
ing of permits to import parts sufficient for 110 tractors. 
The tractors will be assembled in Helsinki and then 
sold to Brazil. Brazil does not have sufficient sterling to 
permit the purchase of tractors directly from the United 
Kingdom; but its holdings of Finnish currency are such 
that it can afford to purchase the tractors from Finland 
at a price appreciably higher than would have to be paid 
to the United Kingdom. 

Source: Hufvudstadsbladet, Helsinki, Finland, July 13, 
1955. 


Increase of West German Discount Rate 


Effective August 4, the West German central bank 
raised its discount rate from 3 per cent to 34 per cent. 
Also, minimum reserve requirements against sight and 
term liabilities and savings deposits will be increased 
for all credit institutions, effective September 1. The 
change in the discount rate is expected to be followed by 
an increase of other rates. Rates charged by banks on 
loans—which had been reduced by 1 per cent in July 
1954, following a reduction of 1% per cent in the discount 
rate (see this News Survey, Vol. VII, p. 3)—are now 
expected to rise by 14 per cent. 

Source: Handelsblatt, Diisseldorf, Germany, August 5, 
1955. 


Middle East 


Economic and Financial Developments in Syria 


The Bank of Syria and Lebanon, in its annual report 
for 1954, states that output of cotton, wheat, maize, and 
barley in Syria was greater than in 1953. Industry, which 
benefits from the protection of customs, also increased 


production, and capital investment in industry is reported 
to have been heavy. 


Exports valued at the free rate rose from LS 376 mil- 
lion in 1953 to LS 466 million in 1954, and imports 
valued at the official rate increased from LS 307 million 
to LS 408 million. The main suppliers of imports were, 
in order of importance, the United States, the United 
Kingdom, France, Western Germany, Lebanon, and Italy; 
thus Lebanon, which had been in second place in 1953 
fell to fifth place in 1954: Syria’s main customers were 
Lebanon, France, Holland, the United Kingdom, Western 
Germany, Belgium, and the United States. 

There was a trade deficit in 1954, as in 1953, inasmuch 
as the import figures given above have to be adjusted 
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upward by about 45 per cent, to take account of the 
divergence between the official exchange rate and the 
free rate at which imports actually take place. The deficit 
seems to have been covered mainly by oil revenues, 
foreign capital inflow, and emigrant remittances. 


The Port of Lattakia has been further developed, and 
total tonnage passing through the Port in 1954 amounted 
to 820,000, compared with 528,000 in 1953. 


Development activities during 1954 included the com- 
pletion of barrage work at Aleppo and the construction of 
a thermal station near Damascus. The principal projects 
now in progress are the completion of the Lattakia Port 
and reclamation near Roudj. The Council of Ministers 
has approved a development program for the next few 
years envisaging expenditures of LS 1 billion. 

While the 1954 budget had estimated both expenditures 
and revenues at LS 208 million, there was actually a sur- 
plus of LS 25 million, owing mainly to increased revenues, 
principally from customs. 

The note issue increased from LS 277 million at the end 
of 1953 to LS 356 million at the end of 1954. The increase 
is considered to be normal, corresponding to the needs 
of the country. In the same period, foreign exchange 
and gold reserves at the official rate increased from LS 92 
million to LS 99 million. Time and demand deposits of 
all banks rose from LS 273 million to LS 323 million; and 


advances by all banks rose from LS 227 million to LS 397 
million. 


The pegging by the Exchange Office of the exchange 
rate of the Syrian pound vis-a-vis the U.S. dollar, as well 
as the favorable economic developments, brought about 
a great degree of stability in exchange rates. The level 
of prices of 24 retail commodities declined from 114 
(1950 = 100) in 1953 to 105 in 1954. 


Sources: Le Commerce 


du Levant, Beirut, Lebanon. 


July 13 and 16, 1955. 


Far East 
India-Pakistan Trade Agreement 


India and Pakistan have signed a new trade agreement, 
which provides for the continuance of the movement of 
raw jute and coal between the two countries, and also 
envisages the revival of trade in other commodities, in- 
cluding cotton. Trade in commodities not specified in the 
agreement will continue in accordance with the licensing 
policies of the two Governments, which offer opportunities 
to exporters in India and Pakistan to sell in competition 
with exporters in other countries. The agreement author- 
izes the export of certain varieties of Indian textiles, and 
provides for the export of Indian publications to Pakis- 
tan. It also provides special facilities for residents near 
the border of India and East Pakistan to import and 


export on a small scale across the border without going 
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through the usual formalities in regard to customs and 
exchange regulations. The agreement is expected to be 
ratified by the two Governments by the end of August 
and to become effective from September 1, for one year. 
An earlier trade agreement expired on September 30, 
1953, but a separate agreement relating to raw jute and 
coal, concluded in March 1953, had continued in force. 
Source: The Times of India, Bombay, India, July 20, 
1955. 


Burma's Economic Policy 


Burma’s Minister of Industry stated on July 20 that 
the country’s economic policy for the future would include 
drastic cuts in expenditure, which would be attained by 
spreading one year’s “welfare plan” program over three 
years. The policy also includes finding new customers 
for rice, growing less rice, making way for cash crops, 
such as groundnuts and cereals, increasing the production 
of teak, oil, and minerals for export, and cutting imports 
of sugar, coffee, tea, textiles, and silk by expanding out- 
put of those commodities. 


Source: The Times, London, England, July 21, 1955. 


Japan's Balance of Payments 


The Bank of Japan has announced that foreign ex- 
change receipts in the first six months of this year totaled 
$1,206 million and that payments were $1,065 million. 
Thus there was a surplus of $140 million, in contrast 
to a deficit of $177 million in the same period of 1954. 
The improvement was due to increased exports to the 
dollar and sterling areas and a fall in imports from the 
However, deferred liabilities under the im- 
port usance system increased by some $108 million during 
the period; when these liabilities are taken into account, 
the net surplus for the half year decreases to some $33 
million. The trade deficit this year, at $28 million, was 
$398 million less than the deficit in the first six months 
of 1954; receipts from exports increased by $169 million, 
whereas payments for imports decreased by $229 million. 
There was a surplus of $168 million on account of in- 
visibles, which was $80 million less than the surplus re- 
corded a year earlier; receipts declined by $40 million, 
while payments expanded by $40 million. 


dollar area. 


In trade with the dollar area (including Canada and 
Switzerland), Japan had a favorable balance of $78 mil- 
lion, receipts amounting to $616 million and payments 
to $537 million. In the first half of 1954, there had been 
an unfavorable balance of $207 million. When deferred 
liabilities are taken into account, however, the surplus 
this year was only $34 million. Mainly because of in- 
creased shipments of textiles and miscellaneous goods to 
the United States, Japan’s exports to the dollar area 
improved by $100 million; imports decreased consider- 
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ably, imports of rice and wheat, in particular, being less 
than in the first six months of last year. 

With the sterling area, there was a favorable balance 
of $82 million, receipts being $365 million and payments 
$284 million; a year earlier Japan had a deficit of $5 
million. Despite the import restrictions of some countries 
in the area, Japanese exports improved by $142 million, 
the improvement being especially sharp in textiles, metal 
products, and machinery. The major declines in imports 
were in raw cotton, petroleum, copper, and nonferrous 
metals. Liabilities on account of import usance bills 
($64 million), however, lower the net receipts from the 
sterling area to only $18 million. 

Transactions with the open account countries resulted 
in a deficit of about $20 million, in contrast to a favorable 
balance of $35 million in the corresponding period in 
1954; receipts this year were $225 millien and payments 
were $244 million. Because of declines in exports to 
Indonesia and South Korea (the latter being due to im- 
port restrictions against Japanese goods), exports to the 
open account countries declined by $73 million; imports 
(including raw cotton and iron ore) fell by $31 million. 


Source: Bank of Tokyo, Weekly Review of Economic 
Affairs in Japan, Tokyo, Japan, July 16, 1955. 


Export-Import Bank Credit fo Japan 


The Export-Import Bank of Washington announced on 
August 3 the authorization of a $60 million credit to the 
Bank of Japan, to finance the purchase and export to 
Japan of U.S. cotton. This is the fifth credit of this type 
to be authorized in favor of the Bank of Japan since 
1951, the total of the five credits amounting to $260 
million. At current market prices, approximately 330,000 
bales of cotton can be financed by this credit, which will 
be available through July 31, 1956. The cotton will be 
sold through commercial trade channels and financed 
by letter of credit. Advances under the line of credit shall 
be evidenced" by 12-month drafts drawn on the Bank of 
Japan, which will bear interest at the rate of 344 per cent 
per annum. Only those sales contracts entered into 
subsequent to the effective date of the agreement between 
the Bank of Japan and the Export-Import Bank estab- 
lishing the line of credit will be eligible for financing. 
The date of the agreement, together with final, details per- 
taining to operational procedures, will be announced 
when the loan agreement is executed. 

Source: The Export-Import Bank of Washington, Press 
Release, Washington, D. C., August 3, 1955. 


Indonesia-Burma Barter Agreement 


A barter agreement concluded by Indonesia and Burma 
on July 19 provides for the purchase by Indonesia of 
50,000 tons of Burmese rice. In return, Burma will pur- 
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chase sugar, rubber, copra, coffee, pepper, and other 
spices from Indonesia. Indonesia will pay approximately 
£A0 sterling per ton for the Burmese rice. 


Sources: The Journal of Commerce, July 20, 1955, and 
A.N.P.-Aneta News Bulletin, July 30, 1955, New 
York, N. Y. 


United States and Canada 
Banking Conditions and Interest Rates in the United States 


Continuing the recent tendency toward tighter credit 
in the United States, a concerted rise in interest rates 
occurred at the end of July and early August. The strong 
demand for commercial bank credit during the first half 
of the year had been evidenced by a record expansion of 
$4. billion in bank loans, Loans, to business accounted 
for about half of this increase, in contrast to declines 
during the first half of the three preceding years. Con- 
sumer financing was a factor in the expansion, since there 
were large increases in bank loans to sales finance com- 
panies. Bank loans directly to consumers expanded by 
about $1 billion in the first half of 1955, accompany- 
ing a sharp increase in consumer purchases of durable 
goods, particularly automobiles, and some easing of credit 
terms. Real estate loans of commercial banks increased by 
$1.3 billion, the largest amount in the first half of any 
year since the war; one element in this expansion was the 
purchase of mortgages on a temporary basis from insur- 
ance companies and other investors. The effects of this 
loan expansion on the reserve positions of Federal Reserve 
member banks was accentuated in the first quarter of 
the year by a reduction of $1.3 billion in Federal Reserve 
Bank holdings of U.S. Government securities. 


In order to meet the growing demand for loans and 
to maintain reserve positions, member banks sold a large 
volume of government securities, chiefly short maturi- 
ties which are typically used by banks for reserve ad- 
justment purposes. These sales occurred mainly in the 
first quarter of the year, and the yield on new 90-day 
Treasury bills rose from 1.17 per cent in December 1954 
to 1.62 per cent in April 1955. Commercial paper rates 
and Federal Reserve discount rates also increased at that 
time (see this News Survey, Vol. VII, p. 330). During 
the second quarter there was little net change—apart from 
temporary fluctuations—in Federal Reserve security hold- 
ings and bank reserve positions. The yield on 90-day 
Treasury bills fell to around 1.40 per cent in June, in 
response partly to heavy demand from nonbank investors 
and partly to a decline in the volume of savings notes 
outstanding. 

During July the loan expansion continued. In leading 
cities the real estate loans of weekly reporting member 
banks, which had risen by $560 million in the first half of 
the year, rose by another $300 million in July, and “other 


loans” (which include consumer loans) increased by 
about $140 million, Business loans, usually slack at this 
season, increased a little. Reporting member banks also 
participated in new Treasury financing during July by 
increasing their government security holdings by about 
$100 million. The increase in reserves required for the 
July expansion of loans and investments was more than 
covered by an increase of nearly $600 million in Federal 
Reserve Bank holdings of government securities, made 
“to supply banks with reserve funds to meet seasonal and 
growth needs.” (Over the 12-month period to June 30, 
demand deposits and currency had expanded by about 
4 per cent, but the rate of growth was slower—after al- 
lowance for the usual seasonal movements—in the second 
quarter of this year when business activity increased 
sharply.) In the week ended August 3, however, Federal 
Reserve credit (other than member bank borrowings) was 
reduced by over $200 million and, with the seasonal 
increase of currency in circulation, member bank borrow- 
ing increased by over $300 million. 

The tightening of bank reserve positions and the in- 
creased dependence on Federal Reserve credit during July 
was accompanied by further increases in interest rates. 
The yield on new 90-day Treasury bills rose steadily 
from 1.40 per cent at the end of June to 1.89 per cent on 
the issue dated August 11. Toward the end of July and 
early August, rates on 4-6 months prime commercial 
paper were raised from 2 to 2% per cent, bank loan 
rates charged to security dealers were raised from 3 to 342 
per cent, unsecured loans by large banks to top-ranking 
corporations were increased from 3 to 344 per cent, and 
New York banks raised the rate of interest allowed on 
foreign time deposits. In recognition of the rise in 
market rates and in order to deter excessive reliance on 
borrowing by individual banks, a majority of the 12 
Federal Reserve Banks have raised their discount rates 
since August 3 from 1% to 2 per cent. (The Bank at 
Cleveland raised its rate from 1%4 to 244 per cent.) 
Rates on longer-term bonds haye been less affected, the 
yield on the 40-year Treasury bond rising from 2.98 
per cent in June to 3.07 per cent in early August, while 
the yield on high-grade corporate bonds rose from about 
3.05 per cent to 3.09 per cent during the same period. 
Sources: Board of Governors of the Federal Reserve 

System, Federal Reserve Bulletin, Washington, 
D. C., July 1955, and current statistical releases; 
The Journal of Commerce, New York, N. Y.., 
August 2, 8, and 9, 1955. 


U.S. Farm Price Outlook 


In view of the favorable crop outlook and lower price 
supports on 1955 crops, farm prices in the United States 
are likely to continue declining in the coming year. Pro- 
duction of feed grains, forage crops, and soybeans will 
be considerably above last year as acres diverted from 
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controlled crops, such as wheat, have been planted to 
these alternative crops. Lower price supports have dis- 
couraged some farmers from seeking government loans 
on their crops, and larger supplies have entered the 
market. While price support on corn remains relatively 
high (87 per cent of parity, compared with 90 per cent 
last year), many farmers apparently have preferred to 
forego price protection on this crop rather than accept 
acreage allotments. 

Prices received by farmers fell by 2 per cent in the 
month ended July 15. Price declines for wheat, cattle, 
hogs, and some truck crops were partly offset by higher 
prices for dairy products and cotton. The ratio of prices 
received by farmers to prices paid was 84 per cent in 
mid-July, compared with 88 per cent a year earlier. 
Source: The First National City Bank of New York, 

Monthly Letter on Business and Economic Con- 
ditions, New York, N. Y., August 1955. 


increase in Canadian Bank Rate 


The Bank of Canada increased its bank rate from 14 
per cent to 2 per cent at the close of business on August 5. 
The rate had been reduced from 2 per cent on February 14 
(see this News Survey, Vol. VII, p. 259). 


Source: The Globe and Mail, Toronto, Canada, August 6, 
1955. 


Latin America 


Economic Progress in Venezuela 


Six new banks with an aggregate subscribed capital 
of 73 (US$21.8 million), 8 branch 


offices, and 11 bank agencies began operations in Venezu- 


million bolivares 
ela in 1954. Thirty-six insurance companies—15 Venezu- 
elan, 9 U.S., 6 British, 3 Canadian, 2 Dutch, and 1 Swiss 

operating in Venezuela collected a total of Bs 120 mil- 
lion ($35.8 million) in premiums during the year. Also, 
107 industrial concerns, with an aggregate subscribed 
capital of Bs 83.4 million ($24.9 million) were estab- 
lished. Their investment in machinery and equipment 
totals Bs 50.3 million ($15.1 million) ; they employ 4,000 
persons; and their payroll is estimated at Bs 23.2 million 
($6.9 million). 


Source: Embassy of Venezuela, Venezuela Up-to-Date, 
Washington, D. C., July-August, 1955. 


installment Sales in Peru 


The total value of installment sales in Peru, as regis- 
tered with the Ministry of Finance and Commerce, was 
242 million soles in 1954, 37 per cent less than the 
sales of 385 million soles registered in 1953. The sharp 
decrease is attributed primarily to measures taken by 
the Superintendency of Banks, under the Stabilization 
Plan launched in February 1954, to tighten the controls 
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on consumer credit. At that time, the initial down pay- 
ment on durable consumer goods bought on credit was 
raised, The scale of down payments now ranges from 
25 per cent to 50 per cent of the list price, and full pay- 
ment has to be made within 12 months. The installment 
credit regulations apply to such articles as automobiles 
and station wagons, radios, washing machines, refrigera- 
tors, stoves, cameras, and food mixers. With the ex- 
ception of washing machines, installment sales of all goods 
affected by the regulation declined in 1954. Previously, 
the down payment required for many durable consumer 
goods had been 10 per cent, while some merchants re- 
quired no down payment at all. 


Source: Banco Continental, News Letter No. 90, Lima. 
Peru, June 14, 1955. 


Other Countries 
South African Wool Production 


South Africa’s wool production in the season July 1, 
1954 to May 31, 1955 exceeded one million bales for the 
first time in the past 22 years. Total offerings for the 
season were 1,006,621 bales, compared with 923,641 
bales in 1953-54. Prices in the past season, however, 
averaged roughly 8 pence per pound less for all wools 
than a year ago, and estimates indicate that the total 
clip realized approximately £60 million, against £64.22 
million in the 1953-54 season. The United Kingdom re- 
mained the largest market for South Africa’s wool exports, 
taking 55.4 million pounds of greasy wool; the Federal 
Republic of Germany, which bought 35.6 million pounds 
of greasy wool, rose to second place; and France bought 
34.5 million pounds. Another feature of the 1954-55 
season was the entry, for the first time, of Russia in 
the South African wool market. Total shipments to Russia 
between July 1, 1954 and May 31, 1955 were 8.17 million 
pounds. 


Sources: Cape Times, Cape Town, Union of South Africa, 
June 15, 1955; Barclays Bank D.C.O., Overseas 
Review, London, England, July 1955. 
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